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Errata. 


In page 3 line 4 from the bottom, for riends read friends. 
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”? 


6 from the bottom, for their read its. 
14 strike out the. 

18 for 1877 read 1874 

9, for required. read required, 

2 from the bottom, for their read its. 
15, for preponderatetly read preponderately. 
5, for independant read independent. 
9, ,, earmaking read earmarking. 

18, ,, come read comes. 

5, ,, Oblject read object. 

14, ,, terewith read therewith. 


47 lines 7 and 8, for the words “for which was sub- 


stituted the Coinage Act of 1901, which 
again” read the words “being an amplification 
of the original Coinage Act of 1854. The Act”. 


48 line 4 from the bottom, for provisious read pro- 


visions. 


50 ,, 16 for are, are read is, is. 


54 


” 


4 ,, theatened read threatened. 


54 ,, 11, ,, Goinage read Coinage. 


PREFACE. 


The object of this little book is to give the public abroad an 
idea of the important rôle the Java Bank has come to play in the 
economic development of Netherlands India and the management 
of its monetary affairs. 


Since this Colony was forced, as a result of the present 
world war, to cut new channels for its foreign trade, it has esta- 
blished important direct connections with foreign countries, that for- 
merly only traded with it in an indirect way. The growing impor- 
tance of its foreign relations evidently led to a desire on the part 
of its foreign customers to become better acquainted with its 
general conditions. The enquiries we have lately received from 
abroad about our working methods are a fair indication that 
foreign interest in what is going on in this part of the world 
has increased. 

We trust that a perusal of this book will prove useful to our 
riends abroad and to all those interested in exchange currency 
and finance. The Java Bank with its system occupies a rather unique 
position in Eastern banking, and the experience which it has been 
gaining during recent years, should offer an interesting field for study. 


BATAVIA, January 1918. 


President and Managing Directors of 
the Java Bank ; 


E. A. ZEILINGA AZN, President. 
K. F. VAN DEN BERG, Director-Secretary. 
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HE establishment of the Java Bank (Javasche Bank) dates from 

the year 1828, and ever since its inception it has been the only 

Bank empowered to issue banknotes in Netherlands India. Being 

originally incorporated as a private institution by Government 
Decree of 11t* December 1827, (Official Gazette of Netherlands India 
No. 111) it was constituted a private company with limited liability by 
Notarial Deed of 22°¢ March 1881, in accordance with the provisions 
of the Netherlands Indian Mercantile Code, which had then come into 
force. 

The organisation of the Java Bank makes it essentially a private 
institution, especially as regards ownership, but owing to its relations 
with the Government it cannot be described as an ordinary private 
company. In the management of its affairs it is to a certain extent a 
public institution, being subject therein to a supervision of the 
Government. 


BANK’S The Charter by which the Bank was given the privilege 
CHARTER. of issuing banknotes and which further regulates its 
powers and obligations, has been renewed several times. The last 
renewal, for a period of 15 years, dates from 1st April 1891, and 
consequently carried the Charter to 31st March 1906. A further 
extension to 318t March 1921 was granted by Royal Decree of 2nd 
January 1906 No. 26 (Official Gazette of Netherlands India of 1906 
No. 107), which made some modifications as to the Bank’s field of 
operations, and also provided for a larger share in the Bank’s profits 
to the Government. This renewal however is only nominally for a 
period of 15 years, it having been stipulated that after 315 March 1921 
an extension of the Charter from year to year is to be tacitly assumed, 
unless its abrogation should be desired, either by the Government or 
by the Bank. In that case however it shall be lawful for the Bank to 
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continue to do business as a Bank of Issue for a further period. of 5 
years, commencing the first April after intimation of such abrogation 
has been given by one of the contracting parties. 

The provisions of the Bank’s Charter leave open the possibility 
of extending the privilege of issuing Banknotes to other Banks in the 
Colony, but as in Holland the principle of having one Bank of Issue 
has always been adhered to in Netherlands India. 


CAPITAL AND The capital of the Bank was originally 
RESERVEFUND, f 2.000.000.— and has since been increased 
to f6.000.000.— It is divided into shares of f 500.— and 
f 250.— each, all fully paid up. The shares are registered in the 
holder’s name, a register of the shareholders being kept both in 
Holland and in India. Although the Government originally subscri- 
bed to 1000 shares of f 500.—, in order to assist the Bank in 
starting its operations, they have gradually disposed of their hol- 
ding, and since 1836 the Government has ceased to be interested 
in the Bank’s capital. Since then the shares have been held by 
the general public only. 

In addition to the above mentioned paid up Capital the Bank 
possesses a Reservefund, amounting at present to f 3.175.000.— 
and which is regularly being added to from the annual profits. 
Both Capital and Reservefund are fully invested in first class securities. 


MANAGEMENT. The management of the Bank is in the hands 
of three Managing Directors, who must be Shareholders. They 
act respectively as President, Vice President and Secretary, the 
Vice President replacing the President, and the Secretary repla- 
cing the Vice President, and if need be, even the President in 
case of absence of both these superior officers. There are also 
two Alternate Managing Directors, who act only in case of absen- 
ce of any of the regular functionaries. 

The Managing Directors, as well as their Alternates, are 
appointed by the Government after having been nominated by the 
Board of Directors. At a joint meeting of Directors and Managing 
Directors two candidates are nominated for each of the three 
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posts and their names are submitted to the Government, which 
selects one of them. But while the Government, in making the 
appointments of two of the Managing Directors, must select one 
of the two nominees of the Board of Directors for those positions, 
it is under no such obligation, where the appointment of the Pre- 
sident is concerned. In his case the Government may disregard 
the recommendation of the Board of Directors and appoint a man 
of its own choice. 

Since the Board of Directors is elected by the Shareholders, 
one may say that the Management of the Bank is controlled, as 
to two thirds by the Shareholders and as to one third by the 
Government. 

The appointment of the President by the Governor General 
of the Dutch East Indies must be sanctioned by H. M. the Queen. 

The Managing Directors are appointed for a term of 5 years 
at the expiration of which their appointment may be renewed, but 
only by the same mode of procedure. 


GOVERNMENT The Government excercises supervision on the 
COMMISSIONER. Management of the Bank through a Commis- 
sioner, who is appointed by the Governor General for an inde- 
finite period of time. 

The Government Commissioner is entitled to all the infor- 
mation about the Bank’s management, and the Managing Directors 
are bound to give him every detail as to operations and invest- 
ments which he may ask for. For this purpose he may personally 
inspect the Bank’s books, documents, and vouchers, without how- 
ever going to the length of interfering with the ordinary daily 
management or passing judgment on the Bank’s clients or the 
signatories of Bills discounted. 

The Government Commissioner is admitted to all the meetings 
of the Board of Directors, and the combined meetings of Directors 
and Managing Directors, and finally to all the meetings held by 
the Bank’s Shareholders. He has the right to take part in the 
discussions at all those meetings but can only cast an adviso- 


ry vote. 


BOARD OF General supervision on the working of the Bank, 
DIRECTORS on behalf of interested parties other than the Go- 
vernment, is exercised by the Board of Directors, consisting of 5 
members, who must be Shareholders of the Bank and are elected 
by the General Meeting of Shareholders. 

The most important function of the Board of Directors is the 
examination of the yearly accounts. It is this body, and not the 
General Meeting of Shareholders, that has the power to approve 
or disapprove of the annual Balance Sheet and Profit and Loss 
Account or to recommend to the Managing Directors to have sa- 
me amended. 

The decision of the Board of Directors is binding on the 
Shareholders, in other words the annual accounts are presented to 
the General Meeting of Shareholders for their information only, 
not for discussion. 

The same power of amending or rejecting the Balance Sheet 
and Profit and Loss Account is given to the Government, and 
virtually it is only by exercising that power that the supervising 
bodies can interfere with the management of the Bank’s affairs. 
The approval of the annual accounts, as presented by the Mana- 
gement, carries with it the approval of their administration and 
general policy during the past year. The examination and consi- 
deration of these accounts therefore form the most important part 
of the supervision, both public and private, to which the Bank 
has to submit. 


BALANCE SHEET AND As soon as possible after the 
PROFIT AND LOSS ACCOUNT. close of a financial year, on 315 
of March of each year, a Balance Sheet and Profit and Loss 
Account are prepared from the Bank’s books by the Managing 
Directors and, together with the relative documents and vouchers, 
these are submitted to the Board of Directors for examination. 
This examination as well as the verification of the books and 
vouchers must be completed within one month after the receipt 
of the accounts by the Board of Directors. If the accounts have 
their approval, the members of the Board affix their signatures 
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thereto as a proof of such approval. If the Board of Directors 
cannot sanction the Balance Sheet and Profit and Loss Account 
submitted to them by the Managing Directors and if, after further 
discussion with the latter, the Board’s objections cannot be re- 
moved, a committee of arbitration is appointed, consisting of five 
shareholders, who are neither members of the management nor of the 
Board of Directors, nor in any way connected with the service of 
the Bank. Two of the arbitrators are appointed by the Board and 
two by the Management, while these four together appoint a fifth. The 
decision of this body of arbitrators is final in any question of difference 
between the Managing Directors and the Board of Directors. 

If the Balance Sheet and Profit and Loss Account receive 
the approval of the Board of Directors they are handed to the 
Government Commissioner to be submitted to the Governor Ge- 
neral. If withina month from the date of such approval no ob- 
jections are raised against the Balance Sheet and Profit and Loss 
Account by the Governor General, they are deemed to have been 
finally passed, and such final passing means that the Managing 
Director’s administration, during the financial year just closed, has 
been approved of. If on the other hand the Governor General 
objects to the accounts as approved by the Board of Directors, 
and if after further discussion with the Managing Directors, there 
remains a difference of opinion on the points at issue, the matter 
is referred to a committee of three arbitrators, none of whom 
may be shareholders. Should the appointment of arbitrators by 
mutual agreement between the Managing Directors and the Go- 
vernment prove impossible, such appointment is made by the 
Court of Justice at Batavia. 

In the way briefly sketched above a practical system of joint 
control by Government and Shareholders has been established. 


GENERAL MEETINGS _ It will be observed from the above that 
OF SHAREHOLDERS. the Shareholders of the Java Bank are 
in a somewhat different position from those of ordinary compa- 
nies. Some of the powers usually reserved for the General Meeting of 
Shareholders may not be exercised directly but are delegated to 
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the Board of Directors. This has been: done with a view to the 
special character of the Java Bank as a Bank of Issue, which 
renders it desirable that the Meeting of Shareholders should not 
be given unlimited power. With a Bank of Issue it is even more 
necessary than in the case of an ordinary bank that a certain 
continuity in the methods of management and in the general po- 
licy of the bank should be assured. In order to prevent undesi- 
rable and uncontrolled influence on these from groups or combi- 
nations of shareholders, the power to elect the Managing Directors 
and to sanction or reject the Annual Accounts has not been pla- 
ced directly in the hands of the Meeting of Shareholders, but may 
only be exercised by the Board of Directors. Through their in- 
fluence on the composition of this Board, the Shareholders of 
course retain an indirect control on the management of the Bank, 
whereas on other questions of vital interest to the Bank, such as 
modifications in the Bank’s Charter and amendments to its Arti- 
cles of Association, sufficient power is left in the hands of the 
Shareholders. 

No restrictions are made as to nationality of Shareholders or 
the number of shares to be held by one shareholder. 

Undue influences on the management and policy of the Bank 
by combinations of shareholders for political or private reasons, 
are guarded against by means of a limitation of the right of voting. 

In the first place it has been stipulated that no shareholder 
is entitled to vote at the Meetings of Shareholders unless he is a 
citizen of Netherlands India and his shares have been registered 
in his name at least 6 months previously. Secondly the number 
of votes to be cast by one shareholder is limited to six. The right 
to vote by proxy for absent shareholders can only be exercised 
by persons who are shareholders themselves; the number of votes 
to be cast by a proxy is limited to twelve. Consequently the max- 
imum number of votes to be cast by any one person is eighteen, 
requiring the registration in the holder’s name, during six previous 
months, of at least sixty shares. The members of the Board of 
Directors, the Managing Directors and other officials of the Bank 
are debarred from acting as proxies for other shareholders. 
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Resolutions about matters of great importance, such as 
amendments to the Articles of Association, may only be passed 
at meetings, where at least one third of the issued capital is 
represented, and such resolutions may only be passed by a ma- 
jority of three fourths of the votes cast at such a meeting. In 
some cases the resolutions require the subsequent approval of the 
Government. 


GOVERNMENT Besides exercising a certain supervision on the 
PRIVILEGES. management of the Bank, the Government, in 
consideration of the note issuing monopoly granted to the Java 
Bank, has imposed certain duties on it and has further reserved 
to itself part of the profits derived from the Bank’s operations. 

The Government is entitled to 4/9 parts of the net profits 
earned by the Bank in any one year, after deducting an amount, 
equivalent to 6% of the issued capital, for shareholders dividend, 
and after further deduction of the yearly bonuses to the Directors, 
the Managing Directors and members of the Staff, as well as the 
yearly addition to the Staffs Pension and Relief Fund. Of the 
remaining 5/9 parts, 3/9 parts go to increase the amount availa- 
ble for shareholders and the balance is added to Reservefund. 
This distribution of profits’ is maintained until the Reserve Fund 
is equal to the Bank’s Capital. When this amount has been 
reached, the 2/9 parts of the surplus profits, formerly added to the 
Reservefund are equally divided between the Government and the 
Shareholders. It has further been stipulated that in case the Java 


Bank should cease to work under a Government Charter half of 
the Reservefund is to be returned to the Government, the other 


half going to the shareholders. 

Another privilege of the Government is that the services of 
the Bank are at their disposal, free of charge, for the keeping of 
Government’s accounts, the keeping of Treasury balances and the 
safe custody of securities belonging to Government institutions, 
such as the Postal Savings Bank. 

The Bank is also bound to make all remittances required by 
the Government between Holland and the Netherlands East Indies 
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at the par of exchange without profit or loss to the Go- 
vernment. 

Finally in borrowing money from the Bank, the Government 
is entitled to some preferential treatment. On its advances to the 
Government the Bank is not allowed to charge more then 2% % 
interest p.a. provided these advances, which are granted against 
proper securities, do not exceed 5 million guilders in all. On Go- 
vernment borrowings beyond this figure the Bank may charge its 
usual rate of interest. 


BANK’S MONOPOLY As stated above the Java Bank has the 
OF NOTE ISSUE. monopoly of the note issue in Nether- 
lands India. It is not authorised to issue notes of smaller denomi- 
nation than 5 guilders however. Its present issue consists of 5, 
10, 25, 50, 100, 200, 300, 500 and 1000 guilders notes, all of 
which bear the signatures of the President and one of the Mana- 
ging Directors. 

There are no restrictions as to the total amount of notes 
to be issued, nor are there any stipulations as to taxation of 
notes issued beyond a certain maximum. 

The Bank is obliged however to keep a metallic reserve 
consisting of coin or bullion, amounting to at least two fifths or 
40 % of its total demand liabilities, i.e. notes in circulation, drafts 
payable and deposits. 

At least threefourths of this obligatory reserve must be kept 
in Netherlands India and at least one half of it should consist 
of legal standard coins which must all be kept in. Netherlands 
India. 

During the days following the outbreak of the war, in August 
1914, the legal minimum of the metallic reserve was reduced to 
20 %, so as to enable the Bank to meet the expected extraordi- 
nary demands for credit. With the exception of a short period 
in September and October 1914, the Bank’s metallic reserve has 
always exceeded the normal legal minimum of 40 % of its total 
liabilities. The average proportion between coin and bullion and 
liabilities has been as follows for the last five years: 
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for the year 1912/13 45.8 % 


» oy _» 1913/14 45.5 „ 
» 9 1914/15 40.5 „ 
nn» 1915/16 45.3 „ 

1916/17 46.3 „ 


The notes of the ‘Java Bank are payable to bearer and may 
be changed against legal tender coin at the Bank’s Head Office 
or any of its Branches. They are received at all public offices, 
but up to August 1914, they were not legal tender between in- 
dividuals. By Government Decree of August 14th 1914, the Java 
Bank notes were declared full legal tender for all payments except those 
to be effected by the Bank itself. This measure gave legal sanc- 
tion to a state of affairs which had actually existed for many years, 
and was taken to prevent difficulties in the circulation of bank- 
notes during the times of panic following the outbreak of war. 

The notes of the Java Bank have always circulated freely, 
even in the remotest parts of the Indian Archipelago. 


- SUMMARY OF - The business which the Java Bank is 
BANK’S OPERATIONS. allowed to transact is outlined in Article 
7 of its Charter as follows: 

I. Discounting of: 

a. Bills of Exchange or Promissory Notes or other commer- 
cial paper bearing two or more signatures and with no 
longer usance than is customary in the trade, in no case 
exceeding six months. 

b. Exchequer Bonds or Treasury Bills issued by Dutch, Dutch 
Indian or foreign Governments and Debentures issued by 
private corporations or companies, provided such acknow- 
ledgments of indebtedness are redeemable within a period 
not exceeding four months, and with the additional guaran- 
tee of the person applying for discount. 

c. Government Acceptances against proceeds of public sales, 


so called “Government Auction Promissory Notes.“ (*) 


(*) All public sales in Netherlands India are under the control of the Government, 
which guarantees the proceeds of such sales to the vendors by handing them accep- 
tances payable from three to six months after the date of the sale. 
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Il. 


HI 


VI. 


VII. 


Granting Loans and making Advances in current account 
against the security of: 
Stock, either Government stock, or shares and bonds of 
private corporations or companies. 
Produce, goods or other merchandise, coin or bullion, or 
the documents relating to the shipment or storage thereof. 
Bills and Notes as enumerated sub I. 
Temporary investment of surplus balances at Amsterdam in 
Stock Exchange Loans. 
Buying and selling of Bills of Exchange payable abroad, ha- 
ving no longer usance than is customary in the trade and 
bearing not less than two signatures or 
drawn against bankers’ credits or 
under hypothecation of the shipping documents. 
Buying and selling of bullion, foreign coin and notes and 
assaying precious metals and ores. 
Receiving moneys on current account and paying out che- 
ques drawn against such deposits; collecting moneys, both for 
public corporations and private individuals. 
Taking into safe custody, moneys, securities and other objects 
and goods, and carrying out the administration connected 
with the safe custody of such valuables. 


VIII. Effecting transfers, both by telegraph and by letter, between 


IX. 


its offices in Netherlands India, between these offices and its 
branch office at Amsterdam, and between its offices and its 
foreign banking correspondents. Drawing on its foreign ba- 
lances must be by telegraph or at sight. 

Investing its capital in Dutch and Dutch Indian Government 
Stock or in Bonds listed on the Amsterdam and Batavia 
Stock Exchanges or on the principal European Bourses, or 
in first mortgages on real property in Netherlands India. 
Under certain circumstances the Bank is allowed to accept 


Dutch Indian Exchequer Bonds as security for advances to be 
made to the Dutch Indian Government itself. With this sole ex- 
ception the granting of blank credits to whomsoever it might be, 
is strictly prohibited. . | 
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Government borrowings from the Bank are otherwise arran- 
ged against tangible security only, consisting mostly of Govern- 
ment Banca Tin. This accounts for the fact that part of the Go- 
vernment tin stocks at Batavia is almost permanently kept at the 
disposal of the Java Bank. 

The Charter contains some other restrictive provisions of 
which the following may be mentioned. 

Loans may only be granted for a period not exceeding 3 
months, except when made on the security of gold and silver 
bullion, jewelry, coins or Government produce, in which case the 
term may be extended to 6 months. 

The Bank may not engage in trade or otherwise interest 
itself directly in any commercial, industrial or other undertaking. 

The Bank is not allowed to purchase its own shares or to 
grant loans on the security of same. 

The Bank may not advance money on mortgage, nor on per- 
sonal surety. A mortgage bond or a personal surety may however 
be accepted as collateral security and as such may even take the 
place of the required third signature on a bill, if there is other- 
wise sufficient guarantee that the bill will be honored when due. 

The Bank does not accept money on fixed deposit and does 
not allow interest on credit balances in current account. 


APPLICATION OF GENERAL The principles, on which the bus- 
- BANKING PRINCIPLES. - jness of the Java Bank is con- 
ducted, will be best explained by an analysis of one of the Bank's 
weekly Statements, which are published regularly in the Govern- 
ment Gazette and reproduced in the columns of the leading news- 
papers. A specimen of such a Statement, showing the position of 
the Bank at the end of the year 1917, will be found overleaf. 


YY 
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ABRIDGED BALANCE SHEET 

of SATURDAY, 29th DE 

pursuant to clause 126 of the 

ASSETS. (N.I. Official Gazette No. 107) and the Govern 
gE eee 


BILLS DISCOUNTED, payable within Netherlands India 





Commercial Bills . . . . . … . fF 621391352 
Government Auction Promissory Notes . « yg 130948311! f 7.523.396 63 
FOREIGN BILLS, payable outside Netherlands India . . . . . .|,, 33789.17934 


LOANS AND ADVANCES IN CURRENT 
ACCOUNT ee 


Merchandise . sp woe ee we f 15.139.198.03 
Bills and Securities . . . . . . . . . 4, 54307.80969 
Coin and Bullion. . . .... » 25, 1.315.214.53 
Mortgages. . . . : 4 — „ 10.762 222 25 





ADVANCES TO THE GOVERNMENT (clause 16 
par 4 & 5 of the Royal Decree). . . . . . 2. 2... — 


INVESTED CAPITAL 























Securities. . . .… . . … … … ‚ ‚ … « Ff 5.810.850.25 

Mortgages. … … «a ne a oe ne ei 66.300 —|,, 5.877.150.25 
INVESTED RESERVEFUND 

Securities. . 2. 2... … … … ‚ ee … f _3.000.715.39 

MOGGABEG nne en a de WE gy — » 3.000.715.39 
LEGAL TENDER COIN 

Gold coin. . .… . … ©  … 1... f 23604.830.— 

Silver coin... . … 2... 1. ee _ _16.960.106 — 

Subsidiary coin. . . 2. 2... en 252.316 06! ,, 40 817.252.06 
FOREIGN COIN AND BULLION 

Gold coin. . . … 2 1. 1 1 … … … … … f 4300386793 

» bullion. . . .… … … … … … … … .  20.215.246.70 

SUVER COU ea a We a ei a _ 

» bullion... … . . LY 1.335 878.69 „ 64.554.993.32 
INVESTED PENSION- AND RELIEF FUND. . ee el 689.665. 
BANK’S PREMISES AND FIXTURES . . ..... „ 1.511.276.85 
SUNDRY ACCOUNTS. ...........2.22., », 23.028.488.79 

| £251.554.339 88 
ey 
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OF THE JAVASCHE BANK 

CEMBER 1917, at noon. 

Royal Decree of 2nd January 1906 No. 26 
ment Ordinance of 28th February 1910 No. 14. 





CAPITAL . . . 

RESERVE FUND . ds fe, 2 
STAFF’S PENSION-AND RELIEF FUND . 
NOTES IN CIRCULATION . 

DRAFTS PAYABLE . 

DEPOSITS : 


Government (clause 16 of the Royal Decree). . f 7.140.195.60 
Private ©. . . . . . 4 53.332.342.75 


LIABILITIES. 





.|f  6.000.000.— 
„|,  3.654.166.54 


|,  703.125.44 
|, 168.025.695.— 
‚|, 5.807.067.56 


„ 60.472.538.35 





SUNDRY ACCOUNTS 


‚|, 6.891.746.99 








President and Managing Directors 
of the Javasche Bank 
E. A. ZEILINGA AZN., President, 


K. F. VAN DEN BERG, Secretary. 





f 251.554.339.88 
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SPECIAL FUNCTION OF The first feature that will strike 
CAPITAL AND RESERVEFUND. the casual observer is the small- 
ness of the paid-up capital when compared with the figures that 
are otherwise handled by the Bank. This however is quite in con- 


formity with the specific function which the capital of a bank of 
issue has to perform, in contrast with that of ordinary banking 


or trading concerns. In the supply of funds for the carrying on 
of its credit operations, the capital of a bank of issue need not 
play any part whatsoever. The amount paid up by shareholders, 
together with the amounts retained out of past profits and accu- 
mulated as reserves are as a rule separately invested and kept as 
a reserve against losses which the Bank may sustain in the trans- 
action of its business, even after exercising the utmost care and 
taking every possible precaution. The capital and reservefund of 
a bank of issue undoubtedly offer an additional guarantee to the 
holders of its notes, but a direct connection between note issue 
and paid-up capital does not exist. Nor is the extent of its credit 
operations dependent upon the amount of capital subscribed and 
paid by its shareholders. The fixing of this amount is a matter 
of individual judgment, chiefly guided by experience. During the 
last 50 years the losses incurred by the Java Bank aggregated 
some f 1.750.000.—. With the present earning capacity of the 
Bank the whole of this amount could have been met out of the 
net profits made in one year, the average annual net profits ha- 
ving been f 2.500.000.— during the last five years. 

It would therefore appear that the Bank’s capital and reserve- 
fund, amounting to nearly 10 million guilders, form an adequate 
reserve against any risks connected with the business of the Bank. 


NOTES AND The real source of the Bank’s loanable funds is 

DEPOSITS. constituted by two other items on the liabilities 
side of its Statement viz. Notes in circulation and Deposits. The 
latter consist of current-account balances, both Government and 
private, on which the Bank allows no interest, and which are kept 
with no other object than to create currency. To avoid the incon- 
venience and risk attendant on the storage and carriage of large 
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amounts of banknotes, preference is given in many cases to the 


maintenance of a balance with the Java Bank, with which pay- 
ments may be effected by drawing cheques or issuing Giro notes. 


For all practical purposes therefore, the deposits may be identified 
with the notes in circulation, and in examining currency require- 
ments, as reflected in the Bank’s Statement, these two items are 
usually grouped together. 


ELASTICITY OF As in other agricultural countries the demand 

NOTE ISSUE. for currency in Netherlands India is very 
fluctuating. As a rule it is on the increase during the crop moving 
season, beginning in June of each year, to reach its highest point 
in the months of September and October, and subsiding again in 
the following months. Thanks to the elastic nature of its note 
issue, the Java Bank is in a position to meet such changing de- 
mands, without disturbing business in the slightest manner. 

As noted in one of the preceding paragraphs, the Java Bank 
may issue its notes to an unlimited amount, provided at least 
40 % of its total demand liabilities are always covered by coin 
or bullion. | 

This system of note issue, which was introduced in 1875, 
has worked remarkably well, and has proved to be a potent fac- 
tor in tiding over difficulties experienced during times of crisis. 
On many occasions the Java Bank would have been powerless 
to accomodate the commercial and agricultural interests of the 
Colony, if the limitations existing prior to the banking reform of 
1875, had not been removed. The system provides a perfectly’ 
elastic currency, the volume of which rises and falls with the ex- 
pansion and contraction of trade. Though Netherlands India 
makes use of considerably more currency during the crop moving 
season than at other times, it has been singularly free from the 
monetary disturbances and anxiety, experienced on such occa- 
sions in countries with more rigid banking laws, the freedom of 
note issue having the effect of keeping interest rates steady. 
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OTHER LIABILITIES. Further analysis of the liabilities shows 
that the item Pension and Relief Fund and the Profit and Loss 
balance, which is included in the item Sundry Accounts may be 
regarded as due from the Bank to its proprietors and officers, 
and are therefore not a debt in the same sense as the others. 
The remaining item Drafts payable is a real outside liability, i.e. 
a demand the Bank’s customers can make on it. It represents 
sight drafts in transit drawn on the Bank by its Branches and Agencies 
and vice versa, and is therefore a demand liability. The drawing of 
time drafts is not allowed, the acceptance of Bills having been 
purposely excluded from the Bank’s operations. 

The item Sundry Accounts includes one more outside liability, 
viz. the amount due to customers for Bills received for collection, 
but this is merely a cross entry against a corresponding entry on 
the other side of the Statement, representing no real asset. For 
an examination of the Statement, these cross entries need not be 
taken into account. 

To gauge the position of the Bank and to work out the pro- 
portion of cash to liabilities, only the following items can be in- 
cluded in the calculation. 

Notes in circulation f 168.025.695.— 
Deposits - 60.472.538.35 
Drafts payable - 5.807.067.56 





Total liabilities f 234.305.300.91 





The above are the liabilities incurred by the Java Bank in 


performing the principal function of a bank of issue, viz. to pro- 
vide in a convenient form sufficient currency to meet the requi- 


rements of the country, a function which imposes on it the equal- 
ly important duty of employing the funds, entrusted to its care, in the 
general interest of the country and its community, seeing to it 
at the same time that an adequate reserve is held for the purpose 
of securing the convertibility of its notes and of maintaining the 


parity of the country’s exchange. 
Now let us see how these duties are fulfilled by the Java Bank. 
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DISTRIBUTION OF ASSETS. An examination of the assets side 
of the Statement shows that the Bank’s paid-up Capital, its Re- 
serve Fund and the Staff’s Pension and Relief Fund have all been 
invested separately in securities, that another 12 million guilders, 
retained out of past profits, have been invested in the Bank’s 
premises, and that against the debt from the Bank to the public 
amounting to 234 millions of guilders at the end of 1917, the 
Bank held 105 millions in cash, that 33 millions were invested 
in foreign bills and 78 millions had been lent to the public, either 
by discounting bills or by advances and loans to borrowers, whilst 
an aggregate amount of 19 millions, included in the item Sundry 
Accounts, was held in balances with other banks at financial cen- 
tres abroad. * 


CASH RESERVE The general experience is that the convertibi- 
lity of a note issue may be regarded as sufficiently secured when 
it is covered to the extent of at least 40% by a metallic reserve. 
This is the legal minimum, adopted in most countries possessing 
a paper currency, although in some cases a minimum cash reserve 
of one third or even one quarter of the notes in circulation is 
considered sufficient. 

The Java Bank is obliged to keep against its general liabili- 
ties a metallic reserve of at least 40 %, of which 75 % (or 30 % 
of its liabilities) must be kept in Netherlands India, half of which 
(or 15 % of the total liabilities) being kept in Netherlands India 
in legal tender currency. It will be seen that no distinction is made 
between the reserve held against the note issue and the reserve 
held against other banking liabilities, as is the case in some other 
countries, where the metallic reserve is linked to the note issue, 
leaving the liabilities to depositors without any restriction as to me- 
tallic cover. 


PROPORTION OF CASH Working out the proportion of its 

TO LIABILITIES. cash resources to its liabilities, we find 
that on 29th December 1917, the metallic reserve of the Java 
Bank actually amounted to 62 per cent of its note issue and 45 
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per cent of its total liabilities, the invested capital and reserve- 
funds, foreign bills and foreign credits to 36 per cent of its note 
issue or 25 per cent of its total liabilities; so that for its note 
issue it had a cover of 98 percent, or leaving out the invested 
capital and reservefunds, a cover of 93 percent for its note issue 
and 67 percent for its total liabilities in readily realisable assets. 


GOLD MAY BE A sstriking feature in the composition of these 
HELD ABROAD. assets is the predominance of the resources 
available abroad, for it should be borne in mind that apart from 
its foreign bills and its foreign credits, a portion of its coin and 
bullion is also held abroad. The provisions of the Charter allow 
gold coin and bullion, deposited and earmarked for its account 
in foreign financial centres, to be included in the Bank’s Cash 
Reserve. The Java Bank makes a fairly extensive use of these 
powers, which are rather an important factor in the application 
of the Gold Exchange Standard System. The Gold Exchange 
Standard was practically adopted in Netherlands India when the 
free coinage of silver in Holland was suspended in 1877, and the 
duties connected with the proper working of its system have in 
course of time devolved entirely on the Java Bank. Therefore 
besides securing the convertibility of its own notes, it has also 
to maintain the gold parity of the silver token coins which are 
circulating in the Colony. 


SILVER NEEDED FOR Under the existing coinage laws the 
INTERNAL CIRCULATION. Government only is in a position 
to supply the silver coins needed for the internal circulation. It 
is the Java Bank however which holds these coins as the depo- 
sitory of public moneys. Its holding of silver coin as a matter 
of fact constitutes the bulk of the legal tender silver available 
for issue in the Colony, the subsidiary coin being as a rule kept 
in the Government Treasuries, whence it is issued in response to 
local requirements. On 29th December 1917, the date of the Sta- 
tement reproduced above, the Java Bank’s stock of silver coin 
amounted to 17 million guilders. This figure, however, cannot be 
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regarded as typical of its ordinary holdings, which sometimes 
amount to 30 millions or more. In the absence of a Mint in 
Netherlands India, which renders it impossible to meet unexpected 
demands for metallic currency by local coinage, and in view of 
the native’s predilection for silver as a medium of exchange, it 
is considered desirable to carry a large stock of silver coin with- 
in the Colony. In normal times, in order to make good the defi- 
ciencies caused by the absorption of silver into circulation, this 
stock could always be replenished by imports from Holland, on 
which country the Colony is entirely dependent for its supply of 
Silver currency. Since the outbreak of the war, however, shipping 
communications with the Mother country have become more and 
more difficult, and the output of the Royal Mint in Holland more- 
over being barely sufficient to meet currency requirements at Ho- 
me, these imports of coin have practically come to a standstill. 
Meanwhile the guilders and rixdollars continued to be in demand 
for the circulation, whilst fairly large quantities were also hoardcd. 
This accounts for the marked decrease in the Java Bank’s holding 
of silver coin, which is now gradually reaching a point, below 
which it would not be safe to go. Should present conditions con- 
tinue for some time, it will probably became necessary to protect 
the specie which is still left in the Bank’s coffers, and to meet 
further currency requirements by the issue of currency notes of 
small denominations. : 


HOLDING OF BULLION IS The effect of the war is likewise 
OF EXCEPTIONAL NATURE. reflected in the bullion portion of 
the Bank’s metallic reserve. Its stock of gold bullion is now ab- 
normally large, in consequence of the additions which have been 
made to it from the output of the local mines. Under ordinary 
circumstances this native gold regularly found its way to Europe 
where it was refined and sold in the bullion market, the proceeds 
being partly used for supplying the necessary funds for the wor- 
king of the mines. When however transportation to Europe beca- 
me too expensive and too risky for these shipments to be con- 
tinued, the Java Bank assisted the mining companies to carry on 
the work at the mines by taking over their bullion at assay value. 
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FOREIGN BILLS Proceeding in our examination of the Bank’s 
AND CREDITS | condition we see that next in liquidity to 
SUPPORTING the cash items come the foreign credits and 

GOLD EXCHANGE foreign bills. With an aggregate of 52 mil- 

STANDARD. lions they form an important part of the 
Banks’ reserves, which is not surprising, when bearing in mind 
what function they have to perform in its finance. Together with 
the Bank’s holding of gold they are the props that support the 
effective working of the Gold Exchange Standard, which, as we 
have seen above, is being applied in Netherlands India through 
the agency of the Java Bank. An authoritative writer has descri- 
bed the Gold Exchange Standard in its essentials as follows: “The 
“use of a local currency mainly not of gold, some degree of un- 
“willingness to supply gold locally in exchange for the local cur- 
“rency, but a high degree of willingness to sell foreign exchange 
“for payment in local currency at a certain maximum rate and 
“to use foreign credits in order to do this.“ (*). 

In accordance with these principles it is the policy. of the 
Java Bank to keep its cash resources as much as possible in a 
form that will make them suitable for international payments; it 
is doing this by withholding gold from circulation, keeping it for 
export purposes only, by creating a portfolio of foreign bills and 
by holding credits in the leading financial centres. In this system 
the foreign bills and credits are the first line of defence in meet- 
ing adverse movements in exchange, for which purpose they ob- 
viously area more convenient form of reserve than gold, provided 
of course they can always be rapidly realised and withdrawn 
when required. They are then almost as liquid as gold, and by 
using them in adjusting foreign obligations the expense of trans- 
porting gold is avoided. For the purpose however of securing the 
convertibility of notes, gold, being the more liquid of the two 
forms of reserve, is considered more suitable. This principle was 
also adopted when the Java Bank’s Charter was framed, which 
does not, contrary to some other banking laws, permit the hol- 
ding of foreign bills as direct cover for a note issue. 

(*) J. M. Keynes: “Indian Currency and Finance” London, 1913, page 29. 
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THEIR USEFULNESS IN The foreign reserves of the Java Bank 
OTHER DIRECTIONS. may nevertheless play an important 
part in regulating its note issue. By exercising its right to 
keep gold earmarked in foreign centres, the Bank is in a 
position to meet temporary expansions of currency without 
the expense of increasing the local metallic reserves. That this is 
actually done in practice will be shown and explained in detail 
when we come to the description of the Bank’s general policy. 

It will suffice to add to the present remarks that the Bills 
which the Java Bank holds in its foreign portfolio must be drawn 
under approved banker’s credits and rediscountable at the foreign 
centres. They may be regarded as first class investments on which 
the risk of loss is infinitissimal. As regards the foreign credits, - 
the bulk of these is held in Amsterdam, owing to the predominant 
position of Dutch exchange in the exchange market of the Colony. 
The balance of these credits is distributed among the Bank’s cor- 
respondents at London, Berlin, New York, San-Francisco, Singa- 
pore, and Yokohama. In Amsterdam the Java Bank is represented 
by its own branch office. 


THE DISCOUNT AND Leaving out the Investment Accounts, 
LOAN OPERATIONS. which do not call for special comment, 
we can conclude our examination of the Bank’s Statement by re- 
ferring to the two remaining items, Bills Discounted and Loans 
and Advances in current account. Although the last to be men- 
tioned, they are far from being the least important. The discount 
and loan operations of the Java Bank are the instruments employ- 
ed in the manufacture of credit, by which it performs one of 
the two main functions of a Bank of Issue and renders its most 
useful service to the business community. 

By accepting deposits and issuing notes, it creates the cur- 
rency which adjusts all commercial and financial transactions and 
is indispensible for the small interchange of daily life. 

By discounting bills and making advances it creates the cre- 
dits by which the trade and finance of the Colony is carried on. 
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REGULARITY OF These two functions of the Bank are clo- 
THEIR MOVEMENTS. sely related to each other, and it is not 
a mere coincidence that the same seasonal movements are to be 
noticed in the Bank’s credit operations as in its note issue. Just 
before and during the export season (May to November) its loan 
business will show a tendency to expand owing to the increased 
demand for accomodation in connection with the handling of the 
crops. When the export season is over, the currency for the settle- 
ment of large transactions in produce is no longer required. 
money becomes more plentiful and loans and discounts will show 
a gradual contraction. Occasional occurrences may cause them to 
rise or fall unexpectedly at intervening periods; as a rule however 
there is a regular ebb and flow in the Bank’s credit operations. 


THE BANK’S POSITION INTHE The extent to which the Java 
DISTRIBUTION OF CREDIT. Bank carries on these operations 
is usually watched with interest, as it gives a general indication 
of the business activity and the volume of production in. the Col- 
ony. It should, however, be borne in mind that the volume of the 
Bank’s loan business does not represent the aggregate of credit 
requirements in Netherlands India. The private deposit and dis- 
count banks have by the evolution of events become the chief dis- 
tributors of commercial credit. But the Java Bank, as the keeper 
of the ultimate cash reserves, still plays an important part in the 
manufacture of credit, by its power to regulate the supply of 
capital and to influence the rate of its interest. 


NATURE OF CREDIT It goes without saying that in exercising 

TRANSACTIONS. its function of credit maker the Java Bank 
is bound by its Charter to engage in strictly sound and safe trans- 
actions only, of such a nature as to insure redemption of its 
notes at any time. As previously stated, it discounts bills only of 
a maximum usance of three months with generally three, but at 
least two, signatures of good repute. It grants advances against 
interest on gold and silver, with a 10 percent margin, on domes- 
tic securities like Government loans, local District and Municipal 
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loans, Railway and Tramway stocks, mortgage debentures etc. 
also on foreign Government or Railway Bonds at the rate of 70 
to 80 percent of the market value. When making advances on bills 
the Bank must have two good signatures, and a margin of 10 %, 
advances on Merchandise are made at three fourths of the market 
value. Loans are made for not more than three months, all other 
advances may be recalled at any time subject to 24 hours notice. 


STABILITY OF THE Accomodation in these various forms is 

BANK’S RATES. supplied by the Java Bank at rates which 
may be regarded as very moderate and which the Bank has been 
singularly successful of keeping free from fluctuations. 

During the last 15 years or so its rates have been as follows: 
for discounting bills .................. from 3% to 4 percent. 

„ advances against Government securities or securities 
with Government guarantee and bills, from 3’ to 4 percent. 
», advances against other securities ...... from 4 to 5 percent. 

Only during the financial crisis of 1907 have they been tem- 
porarily raised to 62, 6% and 7 percent respectively, but these 
high rates have not been maintained for more than 3 months. 
They were gradually reduced to their former lowest level, at 
which they have now been maintained for an unbroken period of 
8 years, including the present war. (See Appendix A.) 

The bank rate in Netherlands India may be said to compare 
very favorably with money rates ruling in other countries and 
colonies. When we remember that in British India for example the 
discount rate sometimes fluctuated between 3 % and 12 % in the 
course of one year, the commercial community of Netherlands 
India has every reason to be grateful for the existence of a banking 
system that secures them such stable and cheap money rates. 


ITS CREDIT OPERATIONS The record of the Java Bank’s dis- 
NOT HAMPERED BY [TS count and interest rates clearly prov- 
FOREIGN INVESTMENTS. es the fallacy of the arguments used 
in some quarters to criticise the Bank’s policy of keeping a fairly 
large part of its reserves in foreign bills and balances abroad. It 
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was contended by those critics that in making investments abroad 
the Java Bank was diverting resources from Netherlands India to 
the detriment of the Colony’s own trade and industry, and that 
therefore the Colony was being sacrificed for the benefit of fo- 
reign banks and financiers. If there had been any ground for this 
criticism, how could the Bank have maintained its rates at such 
a low and remarkably steady level? 

Its holdings of foreign bills and credits have never prevented 
the Java Bank from employing its resources for the full benefit 
of local trade, industry and agriculture. Legitimate “demands for 
accomodation were always met freely, even in times of great 
stringency. Whenever circumstances necessitated an extended use 
of the Bank’s credit machinery for domestic purposes, its foreign 
investments contracted so to say automatically. A striking illus- 
tration of the. elastic nature of these foreign investments will be 
found in one of the diagrams accompanying this booklet (See 
Appendix D). 


GENERAL In trying to perform its functions in a 
POLICY OF THE BANK. manner most useful to the country and 
its community, the Java Bank has gradually developed a policy, 
of which it may be worth while reviewing the details, as in some 
respects it has a wider importance than merely serving local interests. 


REGULATING THE _ The Java Bank, as the central institution 
CIRCULATION of MONEY. in the Dutch East Indies, has taken it 
upon itself to regulate the circulation of money in the whole of 
the East Indian Archipelago. It is for this purpose mainly that 
Branches have been established at all the important trading cen- 
tres of Java, Sumatra, Borneo and Celebes. The Branches of the 
Java Bank, now eighteen in number, and scattered all over the 
Archipelago, carry stocks of coin and notes, varying in magnitude 
in proportion to the extent and importance of the areas covered 
by their activities. Each Branch serves as acentre of circulation, 
from where currency is issued in response to public demand or 
the requirements of trade, and where redundant currency finds 
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its way back again. Notes and coin however are still being: used 
in making remittances from one part of the country to another, 
especially by native traders, who often carrv them over long 
distances. These movements of funds ultimately result in scarci- 
ty of currency at one centre of circulation and in abundance 
at another. To adjust these differences and maintain a proper 
distribution of currency, the Java Bank often has to resort to 
shipments of currency from one Branch to another. These ship- 
ments consist, either of notes or specie, according to local requi- 
rements. It should be remembered however that for a proper 
distribution of the latter, the Java Bank is entirely dependent on 
the Government, who are the only suppliers of silver coins, 
forming the bulk of the Colony’s metallic currency. 


METHODS OF It is the policy of the Java Bank to 
FACILITATING PAYMENTS. keep currency movements within as nar- 
row limits as possible by promoting the use of bank drafts for 
remittance purposes. Transfers between all its Branches in Java 
are effected at par, a nominal charge of 25 cents, irrespective 
of the amount, being made only to cover postal expense. Drafts 
and letter transfers to Branches outside Java, even to some of 
the remote parts of the Archipelago, are issued at a universal 
rate of one half per mille. 


CHEQUE SYSTEM. Good progress has certainly been made in 
the mode of making payments without moving and dislocating 
actual cash. The cheque system has been introduced in such tra- 
ding centres as Batavia, Sourabaya, Semarang and Medan, but it 
has never attained more than local importance. Cheques have not 
become a popular form of remittance on account of their limited 
negotiability, when they are issued without the guarantee of the 
bank on which they are drawn. 


GIRO SYSTEM. On the other hand, the Java Bank has adopted 
a system of making transfers amongst their clients, which offers 
great advantages and facilities to commerce and industry in many 
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respects. It is the so called Giro System, and consists of crediting 
one account against debiting another according to specific instruc- 
tions. For instance, A. owes B. f1000.— A. instructs the 
Java Bank to credit B. for this amount (which must of course, 
stand to the credit of A. at the Java Bank), it making no dif- 
ference whether the parties live in the same place or not. The 
system not only offers the advantage of reducing to a minimum 
the risk of loss or forgery attendant on the use of notes and 
cheques, but it also saves the business community a good deal 
in collection and insurance charges. The majority of the Govern- 
ment offices now keep a Giro account with the Java Bank; so 
that all payments to and by the Government can be effected 
through the Java Bank. Considering the facilities which are there- 
by offered to the public, it is not surprising that the Giro trans- 
fers have grown into important figures. During its last financial 
year (1916-17) the volume of transfers effected between accounts 
at one and the same Branch of the Java Bank reached nearly 
f 500.000.000.— and between accounts at different Branches 
nearly f 245.000.000.—. 


“CLEARING SYSTEM. By the initiative of the Java Bank a 
_ Clearing House System has also been established, which now com- 
prises the four principal towns of Batavia, Semarang, Sourabaya 
and Medan and which, since its inauguration in 1909, has gra- 
dually grown in importance, more than 2 billion guilders having 
been cleared during the last financial year. Adding the total 
transfers over Giro accounts (f 745.000.000.—) and the total 
amount issued in bankdrafts (f 299.000.000.—) we come to a 
figure of over 3 billion guilders, indicating the extent to which 
money is being economised in the Dutch East Indies as a result 
of the efforts of the Java Bank. 


THEIR EFFECT ON THE Bearing in mind that all these 
BANK’S METALLIC RESERVE. cash saving methods of pay- 
ment have the effect of accumulating the metallic money in the 
central institution, it will be easily understood why the Java Bank 
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is taking such pains, to promote their development. It is of 
great importance that the Java Bank — which is looked upon as 
the head of the Colony’s credit organisation and as the custodian 
of its economic safety in the last resort — should be placed in as strong 
a position as possible. The more its metallic reserve is being 
strengthened, the more it will be able to readily meet the calls 
upon it in case of a serious situation. 

The means by which the Java Bank can protect its metallic 
reserve against too heavy withdrawals from abroad, are more or. 
less identical to those employed by other Central Banks. It can 
do so by raising its discount rate or by selling part or the whole 
of its holding in foreign bills. 


THE BANK’S The first named expedient is very seldom 
DISCOUNT POLICY. resorted to, although in a country which is 
so preponderatetly a creditor as the Dutch East Indies, it would 
seem a feasible policy to pursue. The “bank rate‘ policy for re- 
gulating the outflow of specie, however, may be very successful 
in countries which have attained a high degree of financial 
supremacy, in the Dutch East Indies, where the money market 
is neither so highly developed, nor, in relation to foreign coun- ; 
tries, so self supporting, it cannot stand unaided by other devices. 
In this country the raising of the discount rate would chiefly 
affect home affairs. It would no doubt keep credit requirements 
within bounds, which again would have the effect of reducing 
the demand for currency, and by thus preventing the Central 
Bank’s liabilities from growing out of proportion to their metallic 
cover, the Bank’s reserves would to a certain extent be protected. 
But it cannot strengthen the Bank’s position by adding to its 
reserves, because it would fail to attract specie from abroad. 
Thus, in the case of Netherlands India, the “bank rate‘ policy, 
which at best is rather a clumsy device for safeguarding metallic reser- 
ves, would operate only in its most objectionable form. It would make 
credit more expensive, and cause the community to reduce thzir 
volume of business. The rate might have to be raised to such a level as 
to make local transactions almost impossible, which would seriously 
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interfere with the regular development of trade, agriculture and indus- 
try. It is the task of the central institution, however, to help and not 
to hamper economic developments. The Java Bank has always 
adhered to this principle and in shaping its discount policy, it 
is guided only by the economic requirements of the Colony, 
looking to other expedients for protecting its stock of metal. 
While taking, of course, all necessary care and precaution, the 
Java Bank strives to facilitate business as much as possible by 
maintaining cheap and stable money rates, preferring to check 
excessive and undue credit demands by discriminating against the 
offered security rather than by raising its discount or interest rates. 


THE BANK’S To safeguard the metallic foundation of the 
GOLD POLICY. country’s currency and credit, the Java Bank uses 
foreign bills and foreign credits, which, when necessary, may be turned 
into gold, a method more effective and much less disturbing to busi- 
ness than the use of the bank rate. It forms part of what may 
be termed the Bank’s “gold policy“, which has become of such 
importance in the finance of the Java Bank, that it will be ne- 
cessary for the purposes of this survey to consider it more in 
detail. 


HOW IT REGULA- As previously stated the provisions of its 
TES CURRENCY. Charter permit the Java Bank to keep part of its 
cash reserves in gold, deposited and earmarked for its account at finan- 
cial centres abroad. As long therefore as the Bank can buy bills which 
are payable in gold in the countries upon which they are drawn, 
it can safely invest some part of its resources in foreign bills. 
Whenever an expansion of currency makes it necessary to in- 
crease its metallic reserve, the Bank simply has to realise a cor- 
responding amount of its foreign bills, exchanging their proceeds 
against gold coin or bullion, which is kept in safe custody for 
the Bank at the foreign centres, and against which the Bank, 
in terms of its Charter, can issue additional notes or accept addi- 


tional deposits. 
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The system evidently offers many advantages. It enables the 
Bank to work cheaper, in as much as cash resources which other- 
wise would have lain idle, are now earning interest. If the Bank 
had not been given the right to include earmarked gold in its 
metallic reserve, the only alternative would have been the hold- 
ing of a much larger reserve of gold at home, the expense of 
which would have become considerable. 

Its principal advantage, however, is the remarkable ease with 
which currency may be kept in touch with the expansion of trade 
and with every stage of its development without any unnecessary 
movement of the precious metals. Without the slightest effort the 
Java Bank can add to its stock of gold and thus obtain the right 
to issue additional notes. Similarly when currency is in need of 
contraction, the Bank has only to release a part or the whole of 
its gold deposits abroad, and currency will be restored to its 
normal level almost imperceptibly. 


ITS INFLUENCE ON This simple and yet very effective de- 
THE MONEY MARKET. vice, forms a most useful complement of 
the note system operating in the Dutch East Indies, the character 
and advantages of which have already been explained before. 
The combination of the two systems enables the Java Bank to 
perform almost to perfection its function as regulator of credit 
and currency within the Colony, in as much as it gives the Bank 
complete control of the money market. Any stringency of money 
can be met without delay, for by its elastic system, the Java 
Bank can always issue additional notes for 2% times the amount 
of gold, which, as the result of its gold policy, it could furnish 
at a moment’s notice, and by reversing the process the Bank can 
keep the money market free from the evil effects of a too abundant 
currency. The success, with which these methods have been ap- 
plied by the Java Bank, is strikingly illustrated by the chart 
which will be found at the back of this booklet (See Appendix A). 

Since 1909, when the last change in the Bank’s discount 
rate took place, the volume of its credit operations has doubled, 
its note circulation and deposits have more than doubled,’ while 
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heavy calls have repeatedly. been made on the Bank’s funds in 
Europe for the financing of the large imports of silver specie by 
the Government. Notwithstanding these severe strains on its 
operating power, in spite of crisis, war and other causes which 
during recent years have so severely disturbed the money mar- 
kets, the Java Bank has been able to maintain an unaltered dis- 
count rate of 32 % for more than eight years. 


ITS PRIMARY OBJECT The gold policy of the Java Bank, it 
IS THE REGULATION should be remembered, is the natural 
OF FOREIGN EXCHANGE. corollary of the Gold Exchange Stan- 
dard, existing in the Dutch East Indies, and therefore, as the 
name already implies, its chief importance lies in its bearing on 
foreign exchange. It has in fact been shaped primarily with the 
object of providing at fixed maximum rates the foreign remit- 
tances in gold, which are necessary to maintain the gold parity 
of the local currency. 


- DEVELOPMENT - It is more particularly since the year 
OF FOREIGN EXCHANGE 1906, when the gréat revival in tra- 
IN NETHERLANDS INDIA. de commenced to attract important 
amounts of foreign capital, and the foreign relations of Netherlands 
India began to extend over a wider area, that this policy has 
been actively employed by the Java Bank. Formerly commercial 
transactions with Holland or other countries in Europe, were 
settled almost exclusively by bills drawn on Amsterdam or Lon- 
don. The existence of a regular steamship service between the 
Dutch East Indies and Holland, and more especially the fact that 
the monetary system of the Colony has been established on exact- 
ly the same basis as that of the Mother Country, made it very easy 
to settle a balance of indebtedness to any of these. centres by 
shipments of specie. The silver token coins circulating in the Co- 
lony, fetching their full legal value in Holland, could always be 
used for payments to be effected there. More than once Nether- 
lands India has had to face an unfavorable balance of trade, ma- 
king the export of specie unavoidable, but the rate of exchange 
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never exceeded the specie point, since silver could always be 
used as remittance to Holland, in order to effect payments there 
or to purchase Sterling bills in Amsterdam for payments in Eng- 
land. Consequently rates of exchange at Batavia — the financial 
centre of the Dutch East Indies — have maintained in the past 
a most remarkable steadiness. The standard by which the Dutch 
and the Sterling exchanges used to be quoted in former days was 
the six months date bill in the former and the six months sight 
bill in the latter case. During the last fifty years the extreme 
quotations for the 6 months date Dutch bills have been 99% and 
104% and for the 6 months sight Sterling bills 12.15 and 
11.37%, thus showing a fluctuation of only 5% percent for the 
former and 7 percent for the latter bills. 

It may be worth while remembering in passing that since 
1875, when the great fall in the price of silver set in, exchange 
rates have not fluctuated more than 2% or 3 percent. The wise 
action of the then Government in establishing the currency of the 
Colony on the same gold basis as that of the Mother Country, 
(enacted by the law of 28t" March 1877) thus spared the Dutch 
East Indies the disturbance in money and exchange matters which 
has caused so much inconvenience and loss in British India. 


METHOD OF In explanation of the above quotations it 
QUOTING FOREIGN should be noted that the method of quoting 
EXCHANGE RATES. Dutch exchange is quite the reverse of 
that adopted for Sterling exchange. For the latter the Indian currency is 
the fluctuating factor, the quotation consisting of a varying number of 
guilders and cents to be paid for the Pound Sterling. In the exchange 
between Batavia and Amsterdam, on the other hand, the latter place 
gives the fluctuating factor, a quotation of 101. meaning that f 100.— 
Netherlands Indian currency is equivalent to f 101.— Netherlands cur- 
rency. Thus a declining quotation, indicating a fall in Sterling ex- 
change would mean exactly the reverse in the case of Dutch 
exchange. A change for instance in the quotation for bills on Am- 
sterdam from 100% to 9934 would indicate that Dutch exchange 
had risen % %, In normal times, owing to the interdependance of 
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the two exchanges, this rise would correspond to a fall of 9 
points in the Sterling exchange. Contrary to what would be the 
case with bills on Amsterdam, such a fall would be expressed by 


an actual decline in the quotation for bills on London from say 
12.12 to 12.03. 


INFLUENCE OF THE Since the Java Bank has so ac- 
BANK’S GOLD POLICY tively pursued its gold policy, the 
ON EXCHANGE RATES. fluctuations in the rates of exchange 
have been reduced to even smaller proportions. During the five 
or six years preceding the present war the rates for Telegraphic 
Transfers on Amsterdam fluctuated between 99% and 100% only, 
its gold policy placing the Java Bank in a position to provide the’ 
necessary means of remittance to Europe and vice versa, without 
resorting to the shipment of specie. Consequently shipments of 
specie by private banks or institutions have practically ceased 
since 1906, with the exception of some shipments made by the Ne- 
therlands Trading Society for purposes, however, connected with 
its own position and not with the general. condition of trade. 

In order to ensure the smooth working of this policy, the 
Java Bank keeps a fairly large proportion of its resources inves- 
ted, first in bills payable and rediscountable in Holland, or in 
cash at call and short notice on the Amsterdam money market, 
and secondly in bills drawn on other foreign countries or in ba- 
lances with banks at foreign centres, where such bills and balan- 
ces can always be converted into gold. By buying these foreign 
bills and selling sight drafts and telegraphic transfers on foreign 
countries the Java Bank is in a position to control the import 
and export of gold and regulate the foreign’ exchanges in a man- 
ner best suited to the interests of the Colony’s trade and industry. 


GENERAL CONDITION It cannot be denied that circumstan- 
OF FOREIGN EXCHANGE ces are very favorable to the appli- 
IN NETHERLANDS INDIA. cation of the Bank’s exchange poli- 
cy. Netherlands India is largely an exporting country, having as 
a rule the balance of trade in its favour. The importance of its 
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agricultural industry is well known and the direct result of its exports 
of sugar, coffee, tea, tobacco, rubber, coprah, etc. is a large supply of 
foreign bills, which makes it a comparatively easy matter for the Java 
Bank to create foreign reserves and to replenish them whenever neces- 
sary. At the same time the supply of foreign bills provides the import 
trade with the necessary means of remittance for the payment of the 
numerous articles of food, apparel and general use and for the 
machinery and implements which, owing to the scarcity of local 
industries, have to be obtained from abroad. It further facilitates 
the transfer of moneys, which are due to other countries and 
more especially to.the Mother Country, for interest on foreign 
capital invested in colonial enterprises. 

The products of Netherlands India finding, almost without 
exception, a ready sale on the world’s produce markets, it is not 
surprising that their export is financed to a great extent via the 
world’s money market, London. Hence the preponderance of Ster- 
ling paper amongst the foreign bills offered for sale in the ex- 
change market. On the other hand the imports are largely fi- 
nanced via Amsterdam, to which centre most of the interest and 
dividends on the invested foreign capital have also to be remitted, 
Holland occupying of course a prominent place among the sup- 
pliers of outside capital. Therefore the usual characteristics of the 
foreign exchange market in the Dutch East Indies are a rather 
generous offering of Sterling bills against a preponderant demand 
for bills and telegraphic transfers on Amsterdam. 

It is the business of the private Banks to handle the supply 
and demand of foreign exchange, so as to meet the requirements 
of local trade and industry, and as a rule they are in a position 
to do so at reasonable rates. All the Banks have Agents or Of- 
fices of their own, established at Amsterdam, where they are re- 
gular sellers of Sterling exchange to cover their drawings in 
Dutch currency, and this explains why the quotation for London 
cheques in Amsterdam, the so called “cross rate“, plays such an 
important part in local exchange transactions. As a general rule 
it is the rate at which the Banks are able to cover their drawing 
operations which governs the price at which they will sell bills. 
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THE BANK’S POSITION The Java Bank as a rule does not 


RP oer compete with the other Banks in the 

foreign exchange market, its task, as 
the Banker’s Bank, being only to regulate this market and keep 
exchange fluctuations within reasonable bounds. It gives the ne- 
cessary assistance by selling foreign exchange when the market 
threatens to run short of supplies and rates tend to increase to a 
dangerous level, and it enters the market as a buyer of foreign 
exchange when its duty to maintain the gold parity of the local 
currency renders it necessary to strengthen its foreign reserves. 
That the Java Bank’s intervention has a stabilising influence 
on the foreign exchange market has been proved on many occa- 
sions. It may be especially useful in times when difficulties ure 
experienced in the disposal of the Colony’s produce, and the ba- 
lance of indebtedness might temporarily turn against the Colony, 
as well as in times of crop failures, when not only the exports 
are greatly diminished but larger quantities of rice and other 
foodstuffs have to be imported to keep the native population from 
starvation. The favorable balance of trade might then be reversed, 
causing much disturbance in the foreign exchange market. 


ITS EXCHANGE POLI- The Bank’s power to control the foreign 
CY DURING THE WAR. exchanges has never been so convin- 
cingly demonstrated as during the present war. When the private 
banks proved either powerless or reluctant to carry on their ex- 
change operations on their former scale, the Java Bank did not 
hesitate to step in, and by temporarily monopolizing the market 
it succeeded in saving the business community the inconvenience 
and loss of widely fluctuating exchange rates. The success, which 
attended the application of the Java Bank’s exchange policy, even 
under such abnormal conditions as have been prevailing during 
the war, may be best described by quoting the following com- 
ments from a recent publication, dealing with the effects of the war on 
the banking and currency systems of Holland and her Colonies. (*) 


(*) Dr. G. Vissering, “The Netherlands Bank and the War“ and “The Ne- 
therlands East Indies and the Gold Exchange Standard“ published in “Grotius“, An- 


nuaire International pour 1916. 
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„The Java Bank’s action (i. e. in applying its gold exchange policy) 
was so effective in this respect that it has been able to maintain the 
„parities of exchange even during the war, in a manner unequalled by 
,any other bank of issue in the world. For more than a year after the 
, outbreak of the war the Bank maintained the rate for Telegraphic 
„Transfers on Holland at 99% to 9944, which meant that for every 
»f 100.— Netherlands Indian currency, payment of f 99.50 to f 99.25 
„could be obtained by cable in Holland. It is only during the last year 
„that the rate of exchange on Holland has risen to 9844 and 98, 
„which under the circumstances may still be considered a mode- 
„rate rate as, in case of a shipment of specie, the freight and 
„insurance charges alone would considerably exceed the 14 % to 
„2% premium to be paid for the cable remittance. 

„What is still more remarkable, the Java Bank was able to 
„maintain the rate for bills on London at f 12.06 to f 12.08 du- 
„ring a period when the Sterling rate had already greatly depre- 
,ciated in other countries. This was due to the Bank taking over 
„at a fixed rate, working out at f 12.06/08, all the T.T.’s or the 
„three to six months bills on London with which the sugar ex- 
„ports to the United Kingdom were financed. The maintenance of 
„this high rate of exchange on London did not fail to excite much 
„adverse criticism, particularly from the other Banks, who. alleged 
„that the action of the Java Bank compelled them to buy at 
„unprofitable rates unless they were to be thrust out of the ex- 
„change market altogether. The Java Bank however contended 
„that without any certainty as to stability of rates, exporters and 
„producers would not have been able to properly calculate their 
„sale prices, expressed in Sterling. By keeping up the Sterling 
„rates, which it was able to do because it could rely on payment 
„in gold in London, the Java Bank facilitated the export of sugar 
„and other products and thus served the Colony’s trade and in- 
dustry, which otherwise would have experienced serious difficul- 
„ties. During a certain period the Java Bank has indeed been 
„able to obtain these gold payments abroad in far greater quan- 
„tities than the other Banks. 
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THE ELEMENTS REQUIRED There are two factors which fa- 
FOR THE SUCCESSFUL cilitate the exchange policy of 
WORKING OF THE BANK’S the Java Bank, failing which it 
EXCHANGE POLICY. would not have been able to 
occupy such, a commanding position in the exchange market. One 
of its suppórts is the socalled par-agreement with the Govern- 
ment, by which the Bank undertakes to effect at par all remit- 
tances required by the Government to Holland and vice versa, 
but which binds the Government at the same time to use the 
Java Bank, with the exception of all others, for the transfer of 
Treasury balances to and from Holland. This arrangement makes 
the Bank, if necessary, one of the largest dealers in exchange in 
the Batavia market and enables it to exercise a certain control 
on this market, just as the system of Council Bills gives the Go- 
vernment of British India, if necessary, a commanding influence 
over the course of Indian exchange in London. 

The most important factor however, and what might be ter- 
med the basis of its exchange policy, is the Bank’s power to 
retain a proportion of its gold reserve abroad. It is this privilege 
which gives the Java Bank a real advantage over other exchange 
operators. The private Banks will as a rule refrain from embar- 
king funds in the purchase of foreign bills when they are not sure that 
they can profitably work off their exchange holdings. For the Java 
Bank, however, the question of working off its holding of foreign bills 
is of minor importance, as long as it can rely on their immediate 
exchangeability for gold. Under ordinary circumstances it will 
probably not stand to lose on its foreign exchange operations, 
because it will only enter the exchange market with the object of 
steadying the rates of exchange, and therefore as a rule will only 
buy in a falling and sell in a rising market. But even if the re- 
verse were the case, and market conditions prevented the Java 
Bank from disposing of its holding of foreign bills, it could accept 
such a situation with equanimity, for as long as they remain exchange- 
able for gold, a large holding of foreign bills could never affect 
the Bank’s power to supply whatever currency and credit the 
Colony might be in need of. By the simple process of letting its foreign 
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bills run off or rediscounting them at the foreign centres and 
exchanging their proceeds for earmarked gold, the Bank can at 
any time obtain the means to meet an expansion of currency or 
credit. The conversion of foreign bills into cash holdings having 
thus been made independant of their realisation in the local ex- 
change market, it is obvious that the question of rates forms a 
negligible factor in the Bank’s exchange operations. Broadly spea- 
king the Java Bank is in a position to take up any amount of 
foreign exchange, regardless of the rates at which it has to be 
secured. 


THE RESULT OF PROHIBITIVE The reader will now under- 
MEASURES TAKEN BY FOREIGN stand how the Bank’s control 

GOVERNMENTS. of the exchange market can 
be made so effective, but he will appreciate at the same time that 
the success of the Bank’s exchange policy will stand or fall with 
the possibility of converting its foreign balances into gold. Con- 


sidering how well this policy has worked, even during the war, 


it is indeed to be regretted that the protective measures with 
regard to gold, taken by foreign Governments during the war, 
eventually went so far as to preclude the earmarking of gold coin 
or bullion for account of the Java Bank. 

The German Government refused to part with gold at the 
very outbreak of the war, making their currency inconvertible and 
immobilizing at once any reserve invested in bills on Berlin and 
Hamburg. 

London for a long time maintained its traditional position as 
free gold market of the world. During the first two years of the 
war the Java Bank could obtain there all the earmarking facilities, 
which it required in connection with its Sterling operations. More- 


over, when the very abnormal condition of foreign exchange at 
Amsterdam prevented the Java Bank from transfering its London 


balances to Amsterdam by the sale of Sterling bills, it obtained 
permission from the British Government to export sovereigns to 
Holland, if such exports were considered necessary to liberate the 
Indian trade. Shipments of sovereigns actually took place during 
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the last few months of 1915 and early in 1916. Gradually how- 
ever Great Britain had to resort in self defence to various expe- 
dients, which practically stopped the export of gold altogether, 
and eventually it became known that also the earmarking of gold 
would no longer be allowed, 

About a year later, October 1917, the British example was 
followed by the United States of America and Japan, both of 
which countries embargoed the export of gold, prohibiting at the 
same time any earmaking of this precious metal. 

Holland is now the only country where gold is obtainable 
without any restrictions. 

The Java Bank obviously had to refrain from further pur- 
chases of bills on countries where payment in gold could not be 
obtained, thus depriving the market of its steadying influence on 
the relative exchanges. Sterling, Dollar and Yen exchanges 
had to be left to themselves, with the inevitable result that their 
quotations on the Batavia market commenced to decline and 
showed those irregular movements which are so detrimental to the 
development of this Colony’s foreign trade with the countries con- 
cerned. 

The prohibitive measures of the foreign Governments are the 
more regrettable as the existence of stable rates of exchange would 
not only be in the interest of local exporters, but would likewise 
benefit the foreign buyers of the Java produce. The unfavorable 
1ates at which the foreign purchases of Java sugar and other 
tropical produce have had to be settled now, greatly enhanced 
the prices, which foreign consumers had to pay for these commo- 
dities, thereby increasing their already high cost of living, or ad- 
ding in other ways to the burdens imposed on them by the war. 

Moreover the manner in which the Java Bank is pursuing its 
gold exchange policy is not likely to result in a removal of gold 
to an extent which could inconvenience the foreign gold markets. 
Experience has so far proved rather the reverse. During the first 
year of the war the exports of Java sugar to Great Britain were 
financed exclusively by the Java Bank, involving the accumulation 
of Sterling balances in London up to some *8.000.000.— The 
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Java Bank has been able to work off the whole of this amount 
without a single sovereign having left England to be exported to 
Holland or Java. 


CONCLUSION. Can and does the Java Bank, as it is situated, 
fulfil its mission? It seems that the question can unhesitatingly be 


answered in the affirmative. At any rate, experience has shown _ 


that in fairly normal times its mechanism acts perfectly well and 
even in times of storm and stress no serious difficulties in its sys- 
tem have so far come to light. By its elastic system of note issue, 
the Bank has always been able to provide the Colony with the 
necessary currency, while the strong gold policy of the Bank has 
never left any doubt as to the gold parity of this currency being 
absolutely secured. By its discount policy the Bank has been of 
great assistance in usefully employing the available capital of the 
Colony. Above all it has been able to maintain a remarkable 
sicadiness in both discount and exchange rates, a factor of great 
importance in a country like the Dutch East Indies, where much of 
the business depends on advances made months before the crop come. 
into the market. With a stable currency the financing agencies are 
able to control the exports and distribute the shipments of pro- 
duce evenly over a considerable period of the year, thereby avoid- 
ing difficulties with the shipping trade as well as the additional 
expense involved to themselves or the producers in insurance 
against exchange risks. 

Besides having rendered useful services to the Colony and its 
community, the Bank has been able to obtain highly satisfactory 
results both for its shareholders and the Government. The divi- 
dends declared during the last five years have been 14%, 15.2%, 
16 %, 16 % and 18%, whilst the Government has participated 
in the profits to the extent of 

f 659.013.84 in 1913 
- 753.521.06 ,, 1914 
- 820.802.39 ,, 1915 
- 819,633.18 ,, 1916 
and - 957,954.33 ,, 1917. 
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These results have been obtained after writing off important 
amounts on the buildings in which the business of the Java Bank 
is being carried on. About ten years ago the Bank started a very 
extensive plan of building operations, which at the time of writing 
has only partly been completed. Its oblject is not only to have 
establishments of its own at all the important places of the Dutch 
East Indies, but to be represented there in a manner worthy of its 
standing and tradition as the premier institution in the Colony, 
without considering in the first place whether the capital invested 
in such establishments can be made to pay. Of late years quite a 
number of up to date banking offices and dwelling houses for the 
Bank’s officers have been erected in the principal towns of Java, 
Sumatra and Celebes, the Bank writing off a large part of the 
expenses connected therewith, as the assessment of their value on a 
commercial basis would probably show an amount that is consi- 
derably lower than the cost price. The latest addition to the Java 
Bank’s modern bank buildings are the new premises which have 
just been completed for the Bank’s Branch at Bandong, the im- 
portant agricultural centre of West-Java. 
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THE MONETARY SYSTEM OF NETHERLANDS INDIA. 


The monetary system of the Dutch East Indies is based on gold. 
All coins, whether they be made of silver, copper or nickel, stand in 
a legally fixed relation to the gold standard coins, consisting of 
pieces of 5 and 10 guilders, the latter, commonly called the 
“tientje”, being the principal standard coin. This system was establish- 
ed by the Act of 28 March 1877, for which was substituted 
the Coinage Act of 1901, which again has been revised and was 
re-issued in its present form on 318 October 1912 (see Govern- 
ment Gazette of Netherlands India of 1912 under heading No. 610). 

It stipulates in the first place that the monetary unit shall 
be the guilder, divided into 100 cents. Article 2 of the Act divi- 
des the legal tender coins into two categories, the first comprising 
the coins which are legal tender up to any amount and the se- 
cond those which possess that quality only up to a certain limit. 
To the first category belong: 

* (A). In Gold, the 10 and the 5 guilders pieces; 

(B). In Silver, the 2% guilder (the so called “Ryksdaalder” 
or “Rixdollar“) the guilder and the half guilder pieces. 

The subsidiary coins belong to the second class. These are: 

(a). Silver: the one “quarter” (“‘kwartje’”’) and the one “tenth” 
(“dubbeltje”) guilder pieces; 

(b). Nickel: the five cents piece; 

(c). Copper: the 2% cent piece, the one cent and the half 


cent pieces. 
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The maximum amounts for which the subsidiary coins are le- 
gal tender have been fixed at 10 guilders for the silver, 5 guil- 
ders for the nickel and 2 guilders for the copper coins. 

Article 16 of the Act prohibits the circulation of silver, nickel, 
bronze or copper coins other than those enumerated above (with 
the exception of some parts of the East Indian Archipelago, where 
old coins are still circulating), this precaution having been taken in 
order to keep the circulation free from depreciated coins. 

For the same reason an Ordinance, which was published in 
Government Gazette No. 256 of 1909, prohibits the import into 
the Netherlands Indies of silver and other coins, of which the 
value depends exclusively on the price of the metal of which they 
are made, and which accordingly have no fixed ratio to gold. 
There are no regulations against the circulation of foreign gold 
coins and the import of such coins into the Dutch East Indies ‘is 
not prohibited. 

The monetary system of the Colony having been established 
on exactly the same basis as that of the Mother Country, it was 
not necessary to establish a separate Colonial Mint. All the coins 
which are required for the circulation of money in the Dutch East 
Indies are struck at the State Mint of the Netherlands at Utrecht, 
and are shipped from there to the Colony, whenever the state of 
the colonial currency should render such shipments necessary. 

The similarity between the two currencies also exists in the 
types with which the coins are stamped. Article 5 of the Nether- 
lands Indian Coinage Act stipulates that the legal tender coins, 
whether of gold or silver, shall be the same for the Colony and 
for the Mother Country. The subsidiary coins, however, circula- 
ting in the Dutch East Indies are stamped with a different type 
from those in the Netherlands. 

With this sole exception the Netherlands Coinage Act of 1901 
may be said to form the basis of currency in the Colony, and to 
understand the nature of the latter, the provisious of the Act 
should be briefly referred to. It has been revised and amended 
several times, and was re-issued in its latest form on the 31* 
October 1912. The text of the Act in its revised form will be 
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\mall coins, silver. 


\mall coins, copper. 


Coins circulating in Netherlands India. 
(Reproduced in their natural size). 





found in the Netherlands State Gazette 1912 under heading No. 
354 and in the Government Gazette of Netherlands India 1912 
under heading No. 611. 

According to this Act the gold ten guilder piece weighs 
6,720 grammes and has a fineness of 0,900, containing therefore 
6,048 grammes of fine gold; the gold five guilder piece weighs 
3,360 grammes and contains 3,024 grammes of fine gold. The 
silver one guilder piece weighs 10 grammes and contains 9,45 
grammes of fine silver. The half guilder and the two and a half 
guilder pieces contain proportionate amounts of fine silver. 

Under another provision of the Act the value of the guilder 
is fixed at a tenth part of the value of the gold ten guilder 
piece. The relative values of the gold and the silver coin are the- 
refore as 0,6048 : 9,450 or 1: 15,625. Taking the price of silver 
at 45 d. per standard ounce, around which figure it presently 
fluctuates, we find the relative values to be 1: 2096 and when 
silver used to be quoted at about 25 d. per 0z., the relative values 
were 1:37.65. In other words the intrinsic value of the silver 
token coins is now about three fourths and has formerly been less 
than one half of the value, assigned to them by law. 

The circulation of these token coins at their full legal value 
is rendered possible by the restrictions placed on the minting of 
silver. The Coinage Act provides that gold may be minted freely, 
i. e. any one who brings fine gold to the Mint can have coins 
struck, the maximum charge being f 5.— per KG., but silver may 
be minted only by the Government, and then only under certain 
restrictions. The production of silver coin may not exceed the 
amount necessary for circulation in the Netherlands and their 
Colonies. For this reason both the Dutch and the Dutch East In- 
dian Coinage Acts permit the coining of 2% guilder, 1 guilder 
and % guilder pieces only for the purpose of replacing those 
coins which have been withdrawn from circulation by the Go- 
vernment, while the only silver used in manufacturing the new 
coins must be that, which: is obtained from the coins which have 
been withdrawn. The Crown, however, has the right to permit de- 
partures from this rule, whenever the needs of the currency of 
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the Colony or the Mother Country should make such a step desi- 
rable. The sums required for the purchase of additional silver 
must appear in the budget of whichever of the two countries desi- 
res the supplementing of its stock of coin, and must be approved 
by Parliament. 

Certain measures have also been taken in. order to prevent 
depreciation of the silver currency of the Realm. If it appears 
that there is so much silver coin in circulation that there is dan- 
ger of the value of the coin decreasing in relation to gold, the 
Secretary of State for Finance is empowered to melt down silver 
coin up to an amount of 25.000.000 guilders, and to sell the bar 
silver thus obtained through the agency of the Netherlands Bank. 
In order to cover the loss caused by withdrawals from circulation 
of silver coin, the profits arising from the minting of fine silver 
have since 1913 been administered as a separate fund; the inte- 
rest which this fund throws off are not spent, but are added to 
the capital. 

In its endeavour to maintain its silver currency at a constant 
value in terms of gold, the Government is assisted by the Nether- 
lands Bank, which, on the occasion of the renewal of its Charter 
in 1904, undertook to hold ready for export its entire stock of 
gold which is available for that purpose, and at a price which 
would effectually prevent a rising of the exchange beyond gold 
export point. 25 

The actual undertaking on the part of the directors of the 
Netherlands Bank runs as follows: “The directors of the Nether- 
lands Bank hereby bind themselves to maintain the gold policy 
which has hitherté been pursued by them, and which consists in 
offering for sale fine bar gold at the price of f 1.653.44 per Kg., 
and gold coin calculated on the same basis, whenever foreign ra- 
tes of exchange (against Holland) rise beyond gold point, and to 
continue to do so as long as the bank’s stock of gold will permit“. 

The policy of the Netherlands Bank with regard to Holland 
is also followed by the Java Bank with regard to the Colony, 
although naturally it is applied in a somewhat different manner. 
While the Netherlands Bank can rely more on its holding of gold, 
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transport conditions in Europe facilitating the movements of spe- 
vie to and from Holland, the Java Bank relies chiefly on its hol- 
ding of foreign bills and credits, the shipment of gold being more 
cumbersome in the Colony than it would be in the Mother Coun- 
try. In the arrangements to keep the Colony’s token currency at 
a fixed parity with gold, the most important rôle is played by 
the standing credits which the Java Bank keeps at foreign finan- 
cial centres, and by the foreign bills, with which it can at any 
moment obtain a credit abroad. The Bank’s stock of gold may, 
of course, be used for the same purpose, but this would be done 
in case of emergency only. Under ordinary circumstances its gold, 
consisting of Dutch and foreign gold coins and bars, may serve 
more usefully as a protection of its note issue. 

The concentration at the Bank of large amounts of Dutch 
gold coin (ten guilder pieces) is made possible by the strong 
preference of the public for notes over gold. Although gold is 
legal tender, gold coins are indeed rarely used as a medium of 
exchange in the Dutch East Indies, their value being too high for 
the small sums, in which the natives usually effect their payments, 
whilst for larger payments the notes of the Java Bank, are con- 
sidered very convenient substitutes. (*) 

The only use the native has for gold is to hoard it or to 
use it in the making of ornaments, a form of investment which is 
popular amongst all classes of the native community. Also during 
the pilgrim season a large demand for gold coin arises, as it is 
in this form that the native pilgrims provide themselves with the 
necessary cash for their journey to and their subsequent stay at 
Mecca. - 


(*) In a report on “The present working of the Gold Standard in Java”, issued in 
1892, Mr. A. Kensington, Deputy Secretary to the Government of India in the Finan- 
cial Department, recorded the following personal experience as a result of attempts to 
use gold ten guilder pieces in effecting local payments. 

“I found that they were accepted at railway stations without demur; that they were 
“accepted, but with exclamations of astonishment, at a Dutch shop in the principal street 
“of Batavia; and that they were altogether declined at a native shop in a bazaar at 
“Garoet, 200 miles up country, though a Java Bank-note for ten guilders was at once 
“taken without question”. 

Since then circumstances have not changed very much in this respect. 
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The coins which are particularly fancied by the natives 
for making ornaments and for hoarding purposes are the gold 
Ducat and the British Sovereign; the former is a Dutch trade 
coin, of which the free minting is allowed by Article 3 of the 
Dutch Coinage Act. In a minor degree the natives also employ 
other foreign gold coins, such as: French twenty francs pieces, 
Turkish 500, 250 and 100 piastres pieces, American Eagles, dou- 
ble Eagles and half Eagles, Spanish Dobloons and half Dobloons, 
etc. The requirements of the Mecca pilgrims are met almost ex- 
clusively by Sovereigns, which offer more advantages as an inter- 
national medium of exchange than other coins. 

To meet all these demands for sovereigns, these coins are being 
regularly imported into the Colony from England, Egypt and Aus- 
tralia. A large proportion of these imported sovereigns is yearly 
taken out of the country again by the pilgrims, and in all proba- 
bility eventually finds its way back to London or Egypt. Needless 
to say these movements of gold coin only occur in normal times; 
under present war conditions they have become impossible. 

As to the existence of a gold currency, there is no doubt 
that the great mass of the people in Netherlands India neither 
feel nor know it. The media of exchange are notes and silver. 

The notes are supplied by the Java Bank, which has the mono- 
poly of the note issue in the Colony, and the silver coins are sup- 
plied by the Government, whose duty it is to regulate these sup- 
plies in such a manner as to prevent shortages of metallic cur- 
rency occurring in the Colony. 

For a long time circumstances facilitated the fulfilment of 
this task. As stated before, the Dutch East Indies, not 
having a Mint of their own, must rely on Holland for their 
supplies of silver currency, and Hollarid had, as a result of her 
hesitation in 1870/75 to close the Mint for the free coinage of 
silver, retained a very large stock of silver coin, greatly in ex- 
cess of her own requirements. Whenever the Colony was in need 
of more silver currency, this reservoir of silver could be tapped 
without causing the Mother Country any inconvenience. All this 
available silver coin was deposited with the Netherlands Bank, 
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and although it thus served as an additional backing of its notes, 
the Netherlands Bank could not object to its being withdrawn, be- 
cause the Java Bank, whose duty it was to finance the shipments 
of silver to the Colony, was able to replace it by gold values. 
The Java Bank namely effected the settlement of the Colonial 
Government's silver purchases in Holland, by offering cheques on 
London or by placing gold bullion in London at the disposal of 
the Netherlands Bank, utilising for this purpose the proceeds of 
Sterling bills, with which the exports of Java sugar and other 
colonial produce are to a large extent being financed. 

Gradually however the surplus of silver in Holland became 
entirely absorbed by the Dutch East Indies, where the circulation 
of silver coin had grown enormously as a result of the rapid 
economic progress, the Colony has been making since 1905. Also 
the opening up of new territories in the Outlying Possessions and 
the introduction of currency reforms on the East Coast of Suma- 
tra and in Borneo had the effect of greatly increasing the volume 
of silver in current circulation. 

The amount of silver legal tender and subsidiary coins im- 
ported into the Dutch East Indies from the beginning of 1906 
until the end of 1911, aggregated about 56 million guilders. The 
whole of this amount was supplied by Holland from her redun- 
dant stock of silver, which was replaced by gold in the manner 
described above. This explains the great change which took place 
in the composition of the assets of the Netherlands Bank during 
the years 1906 to 1912. Formerly a large proportion of its me- 
tallic reserve consisted of silver legal tender coin, whereas now 
the Bank holds practically no silver, but is abundantly supplied 
with gold. In this respect the prophecy of the late Walter Bage- 
hot, that the Asiatic countries would in the long run be able to 
absorb all the silver for which there would be no longer an im- 
mediate use in Europe, has been largely fulfilled, although his 
theory “that the immense Asiatic silver market would prove itself 
“powerful enough to give us a sufficient guarantee against any 


53 


“further important decline of silver“ (*) has proved to be rather 
preposterous. 

At the beginning of 1912 the stock of silver at the Nether- 
lands Bank had been depleted to such an extent that it theatened 
to become insufficient for the currency requirements at home. 
The Netherlands Bank accordingly refused to further part with its 
silver coin. But the demand for additional currency from the Co- 
lony continued unabated. The Government therefore had to 
find other means by which it could continue its supplies. 

It asked and obtained the sanction of Parliament to an a- 
mendment of the Goinage Act, giving it the power to manufac- 
ture token coins from silver bars purchased in the market. Under 
this new arrangement, further imports of silver coin have taken 
place into the Dutch East Indies, aggregating 30 million guilders, 
that is to say up to the time the war broke out; since then sil- 
ver shipments from Holland have practically ceased. 

During the last eight years preceding the war there has thus 
been a great increase in the volume of silver circulating in the 
East Indies. Considering that, at the time, there existed a very 
wide disparity between the token value and the bullion value of 
the silver guilder and rix dollar, it is not altogether surprising 
that some people viewed these increased imports of silver coin 
with apprehension, the more so as the Colony’s gold reserve was 
then only of small importance. All such fears, however, have 
been allayed by the very strong gold policy of the Java Bank, 
which has left no doubt as to the gold parity of the silver token 
currency being adequately secured. 


(*) Walter Bagehot, “Some articles on the depreciation of silver, and on topics 
“connected with it”, London 1877. 
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